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Federal Income-Tax Law and Regulations
versus
New York State Law and Regulations
By Eugene M. Travis

Notes

on differences which must be borne in mind in the
PREPARATION OF RETURNS OF PERSONAL INCOMES

The New York state income tax law is substantially the same
in its provisions concerning the determination of income as the
provisions of the federal law. The state income tax regulations
were also made to agree with the similar federal regulations so far
as possible. Nevertheless, there is a sufficient number of differ
ences to keep the accountant alert and wary. These differences
are referred to in this article. It is not the purpose of this article
to discuss the merits of the respective differences but merely to
call attention to them.
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Gross Income Defined : Inclusions

Personal service compensation.
Compensation for services performed prior to January 1,1919,
is not taxable under the state law and regulations even though
received in 1919. Under the federal law, it must be included in
the return.
1.

Salaries of government, state and municipal employees.
The federal law exempts from tax the salaries of state and
municipal employees, but taxes the salaries of federal employees,
excepting that up to $3,500 of the compensation of persons in the

2.
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naval or military service is exempt. The state law provides that
federal salaries are exempt from tax but taxes salaries paid by
states and municipalities. “Municipalities” in both instances in
cludes all political subdivisions of the state.

3.

Interest income.
Interest earned or accrued prior to January 1, 1919, is not
taxable under the state law and regulations even though received
in 1919. Under the federal law, it must be included in the return.
The state law exempts from taxation interest on bonds on which
the investment tax was paid between June 1, 1917, and May 14,
1919, during the period of years for which such tax shall have
been paid. Interest on these securities is, of course, taxed under
the federal law.

Interest on government, state and municipal bonds.
The federal law exempts from taxation interest income from
all state and municipal bonds and certain federal bonds. There
are also partial and qualified exemptions on certain issues of
Liberty bonds. The state law exempts in full interest from all
federal bonds and obligations and those of the state of New
York and municipalities of New York state but taxes the interest
on bonds and obligations of other states and their municipalities.

4.

Interest on tax-free-covenant bonds.
Taxpayers receiving interest on tax-free-covenant bonds are
entitled to a credit against their tax of two per cent of the amount
of interest, as the obligor corporation paid a tax of two per cent
to the federal government. The state law does not provide for the
payment of tax at the source by the corporation; so obviously
there is no such credit allowed on the state return.

5.

6.

Dividends.
Dividends are exempt from the normal tax under the federal
law. There is no such exemption under the state law, and all
dividends are taxed in full.
Dividends received in 1919, which were declared payable to
stockholders of record in 1918, are not taxable under the state
regulations, They must be included in the federal return.
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Stock dividends.
In the preparation of a federal return, the year in which the
earnings distributed by the corporation were accrued is of signi
ficance in certain cases, but it is of no importance under the state
law and regulations.
Stock dividends are taxed under the state law as they are
under the federal law except that the federal law and regulations
provide that they shall be returned as income in the amount of the
earnings or profits distributed, usually equal to the par value of the
stock distributed. Under the state law and regulations, stock divi
dends are income in the amount of the value of the stock received as
a dividend.
It should be borne in mind also that the Macomber v. Eisner
case is not controlling on the state, as the question of the right of
the state to tax stock dividends, if raised at all, must be decided
on different grounds than those which will control the decision
under the federal tax law.
7.

Personal service corporations.
The federal law classes personal service corporations with
partnerships and taxes the stockholders of such corporations on
their distributive share of the income of such corporations in the
same manner as if they were members of a partnership. The
state law has no such provision. Personal service corporations
are not distinguished from other corporations. This leads to the
following substantial differences:
8.

(1) A personal service corporation must file a partnership
return under the federal law, but is not required to file a return
under the state income-tax law. [It is, however, obliged to file a
return with the state tax commission under the corporation fran
chise tax law.]

(2) Stockholders will return to the federal government their
distributive share, whether received or not, of the income of the
corporation, but are not required to report that on the New
York state return.
(3) Stockholders are not required to report dividends re
ceived from a personal service corporation on their federal return
but are required to report such dividends on the state return.
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Gross Income Defined: Basis

9.

for

Determining Gain or Loss

Sales of property.

The federal law provides that in computing loss or gain from
the sale or other disposition of property, the cost or value on
March 1, 1913, if acquired prior thereto, must be taken as the
basis. The state law provides that the basis is cost or value on
January 1, 1919, if acquired prior to that date.

10.

Gifts of property.

The federal regulations do not provide that any loss or gain
results from the gift of property to others. The state regulations
provide that a gift is an “other disposition” of property within
the meaning of the statute. If one gives property to another,
he suffers a loss or realizes a gain, depending upon whether or
not the value of the property at the time of gift is greater or less
than cost (or value on January 1, 1919, if acquired prior thereto).
Deductions Allowed

11.

Interest deductions.

The rules for the deduction of interest payments (or accruals)
are different under the two laws. The federal rule is that all inter
est paid or accrued may be deducted except interest on indebted
ness incurred or continued to purchase or carry securities, such
as municipal bonds, the interest upon which is exempt from tax,
the exception not applying to certain issues of Liberty bonds.
The state rule is that the taxpayer may deduct that proportion
of interest paid which his gross income (that is, income from
sources taxable under the state law) bears to his total income.
12.

Traveling expenses.

The definition of allowable traveling expenses is somewhat
more liberal under the state law than under the federal law. The
state regulations define allowable traveling expenses as including
railroad fares, meals and lodging, if the trip is undertaken for
business purposes. The federal regulations provide that meals and
lodging even on business trips continue to be living expenses and
are not deductible in computing net income.
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Deduction of New York state income tax.
The amount of income tax paid to the state of New York is an
allowable deduction on the federal return but not on the state
return. [Note, however, that this deduction can not be claimed
under the federal return, except in the year of payment, unless
accrued on the books of the taxpayer].
13.

Replacement fund for losses.
The provisions of federal articles 49-50 with respect to replace
ment fund for losses have no counterpart in the state regulations.

14.

Depreciation and depletion.
The regulations under both laws are the same on this subject
except that the value of property on January 1, 1919, instead of
that on March 1, 1913, must be used as the basis for determining
these deductions under the state law. Likewise, the discovery pro
vision under the state law with respect to deductions for depletion
refers to discovery on or after January 1, 1919, and not to discov
eries on or after March 1, 1913, as is the case under the federal
law.

15.

16. Amortisation.
The provisions of the federal law, section 214a (9) and federal
articles 181-188 inclusive with respect to deductions for amorti
zation of war plants and facilities have no counterpart in the
state law or regulations.

Charitable contributions.
The definition of corporations and organizations, contributions
to which are deductible, is substantially the same under both laws
except that deductions are allowable under the New York law
only if made to corporations and associations incorporated by or
organized under the laws of the state of New York.
17.

Credits
Personal exemptions.
The federal regulations provide that a taxpayer’s status on the
last day of his taxable year determines his exemption for the year.
The state regulations contain no such provision, as status at any

18.
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time during the year will justify a claim for exemption. For
instance, if a taxpayer’s wife dies during the year, he will be en
titled to a married person’s exemption of $2,000 under the state
regulations, but only to the $1,000 exemption of a single person
under the federal regulations.
Credit for income taxes paid by a nonresident.
The state law has a “reciprocity” provision by which residents
of a state that imposes an income tax are entitled to a credit for
taxes paid to the state of their residence on income earned in
the state of New York. That provision of the law is of academic
interest only at the present time, as the comptroller has not ruled
that any state has the proper reciprocal provision which entitles
its residents to this credit.
19.

Credit for income taxes paid to foreign governments.
The federal law provides that a citizen of the United States
is entitled to a credit against his tax of the amount of income
taxes paid by him to a foreign government on income earned
abroad. There is no such provision in the state law, nor are such
income taxes allowable deductions under the state law.

20.

Nonresidents

31. Nonresidents.
The state law taxes nonresidents and nonresident estates and
trusts only on their income
(a)
(b)

From property owned within the state of New York.
From a business, trade, profession or occupation car
ried on within the state of New York.

It does not tax nonresidents on their income from annuities,
interest and dividends unless they are part of the income of a
business, etc., carried on within the state of New York. A non
resident’s state return may, therefore, be totally different from
his federal return.
The state income tax regulations for nonresidents have to be
studied in order to determine the taxability of a nonresident. If
a nonresident derives income from a business, trade, profession
or occupation that is carried on both within and without the state,
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special attention must be paid to the articles of the regulations
dealing with the apportioning of such income. For the conveni
ence of taxpayers, lawyers and accountants a bulletin is being
prepared containing the regulations affecting nonresidents.
Returns

Forms of returns for residents.
The federal government has two forms of returns:
(1) Form 1040a—for incomes of not more than $5,000.
(2) Form 1040—for incomes of over $5,000.
New York state has two forms of returns for residents, but
they divide on entirely different bases, viz:
(1) Form 200—for individuals whose incomes are derived
entirely from salaries, interest, dividends, partnerships,
estates and trusts, regardless of the amount of net or
gross income.
(2) Form 201—for individuals having other sources of in
come such as
(a) Income from business or profession (except as a
partner).
(b) Income from rents and royalties.
(c) Profits from the sale or exchange of stocks or
bonds.
(d) Profits from the sale or exchange of lands, build
ings and other property regardless of the amount
of net or gross income.

22.

23.

Forms of returns for nonresidents.
Two forms of returns are provided for nonresidents :
(1) Form 200a—for nonresidents whose income from
sources within the state is derived entirely from salaries,
partnerships, estates and trusts, regardless of the amount
of gross or net income.
(2) Form 201a—for nonresidents having income from other
sources within the state of New York such as
(a) Income from business or profession (except as a
partner).
(b) Income from rents and royalties on property lo
cated within the state of New York.
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Profits from sale or exchange of lands, buildings or
other property located within the state of New
York.
Nonresidents who carry on business both within and without the
state of New York are required to apportion their income; and the
state income-tax regulations and the instructions on the forms
of returns must be studied in the making of this apportionment.
So also partnerships which (a) have a nonresident member and
(b) carry on business both within and without the state and estates
and trusts which (a) have a nonresident beneficiary and (b)
carry on business both within and without the state must likewise
apportion their income so as to exhibit the proportion earned
from sources within the state of New York.
(c)

First fiscal year returns.
In the preparation of first returns under the state law for
individuals with fiscal years, the return of income must be made
for the completed fiscal year and prorated according to the number
of months in the fiscal year in 1919 and the tax paid on such
proportion. The personal exemption must be correspondingly
apportioned. In most cases, the federal returns for those individ
uals will be full year returns; so that while the federal tax will
be computed on the total income for the year, the state tax will
be computed on only that portion of it earned in 1919.

24.

Deducting and withholding at source.
The provisions of the state law on the subject of deducting
and withholding have no counterpart in the federal law. Em
ployers are required to deduct the tax from compensation for
services rendered within the state of New York paid to employees,
who
(a) receive $1,000 or more during the calendar year;
and
(b) do not file a certificate showing residence within
the state of New York.

25.

Returns of information at source.
The regulations in regard to information at the source are
substantially the same under both laws except that the state law
requires no certificates of ownership with respect to payments of

26.
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interest on corporate bonds, but it does require returns of pay
ments of interest on registered bonds. The state law does not
require information slips for each member of a partnership and
for each beneficiary of an estate or trust as is required under
article 1073
the federal regulations. The provisions of the
federal law with respect to the return of information as to pay
ments to nonresident aliens and with reference to foreign items
have no counterpart in the state law or regulations; and, further
more, the state regulations require no returns of information
respecting payments to nonresidents of items which do not con
stitute taxable income under the state law.
Due date for filing fiscal year returns.
The federal law and regulations provide that fiscal year re
turns shall be filed on or before the fifteenth day of the third month
following the close of the fiscal year. The state law contains no
special provision with respect to fiscal year returns and the pro
vision that returns shall be made on or before the fifteenth day
of March of each year for the taxpayer’s last preceding taxable
year applies to fiscal year returns as well as to calendar year re
turns, so that a return for a fiscal year ending June 30, 1919, is
not required to be filed until March 15, 1920, under the state law,
although it must be filed before September 15, 1919, under the
federal law.

27.
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